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IN THE MATTER OF THE APPLICATION | Docket No. W01445A-00-0962
10 || OF ARIZONA WATER COMPANY, AN
ARIZONA CORPORATION, FOR ARIZONA WATER COMPANY’S
11 || AUTHORITY TO IMPLEMENT ARSENIC || APPLICATION FOR AUTHORITY TO
12 COST RECOVERY MECHANISM FOR ITS | IMPLEMENT ARSENIC COST
RIMROCK SYSTEM IN ITS NORTHERN RECOVERY MECHANISM - STEP 2
GROUP
13
14 Arizona Water Company (“the Company”) files this application to implement certain

15 || surcharges for its Rimrock system which is part of its Northern Group, pursuant to the provisions

16 || of Decision No. 66400 (October 14, 2003).

17

18 BACKGROUND

19

20 On October 14, 2003, the Commission entered Decision No. 66400 in a second phase of a

21 || general rate proceeding for the Company’s Northern Group. In that proceeding, the Commission
approved a procedure for the Company to recover costs incurred to comply with the new
Maximum Containment Level for arsenic imposed by the U.S. Environmental Protection Agency
24 || under the Safe Drinking Water Act.

25 In that decision, the Commission authorized the Company to implement an Arsenic Cost
26 || Recovery Mechanism (“ACRM?”), pursuant to specific guidelines. The Company was authorized
27 || to seek two step increases per water system through the ACRM process during the interim period
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prior to its next general rate case. The Commission then directed the Company to file a
Company-wide general rate application which is scheduled for 2008 (Decision No. 66400, page

21, lines 27-28, and page 23, lines 4-5) and specifically found as follows:

It is appropriate for Arizona Water to recover through the ACRM -capital
expenses, excluding property taxes, associated with arsenic treatment compliance.
It is also appropriate, subject to the specific guidelines set forth in the agreement
between Staff and the Company as described herein, to allow Arizona Water to
recover through the ACRM process the following specific O&M expenses: media
replacement or regeneration costs; media replacement or regeneration service

costs; and waste media or regeneration disposal costs.

As provided in the foregoing findings, the Company’s ACRM filings must follow
“specific guidelines” which include the schedules and related information identified in the pre-
filed direct testimony and exhibits of its witness Ralph J. Kennedy, as specifically described at
page 14, lines 9-16, of the decision.

On August 28, 2007, the Commission entered Decision No. 69883 in this docket, which
authorized the Company to implement Step-1 of the ACRM for its Rimrock system. The Step-1
ACRM authorized a surcharge of $6.08 for the basic service charge (5/8-inch meter) and $1.0237
per 1,000 gallons for the commodity rate. The Step-1 ACRM surcharge included only capital-
related costs associated with arsenic treatment facilities incurred through December 2006. It did

not include any recoverable O&M expenses.
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DETAILS OF THIS FILING

The Company’s Step-2 ACRM filing for the Rimrock system covered by this Application
supports a Step-2 ACRM surcharge of $7.44 ($6.74 for capital expenses and recurring O&M
expenses, and $0.70 for deferred O&M expenses) on the basic service charge and $1.2081
($1.0942 for capital expenses and recurring O&M expenses, and $0.1139 for deferred O&M
expenses) per 1,000 gallons on the commodity rate for the Rimrock system. The Step-2 ACRM
surcharge replaces the Step-1 ACRM surcharge currently in effect for the Rimrock system. The
Company estimates that the average monthly bill for customers in the Rimrock system (based on
6,165 gallons used and a 5/8-inch meter) will increase by $1.91, or 5.8%, from $32.84 to $34.75.

Pursuant to the guidelines in Decision 66400, the Step-2 ACRM surcharge will provide
for the recovery of expenses related to media replacement or regeneration costs; media
replacement or regeneration service costs; and waste media or regeneration disposal costs. The
Company’s proposed Step-2 ACRM surcharge includes $21,812 in such deferred and ongoing
expenses covering the twelve-month period ending April 2008. As of December 31, 2007, the
Company’s actual rate of return on OCLD rate base was (negative) -1.09% for the Rimrock

system.

SUPPORTING MATERIAL

In support of this Step-2 ACRM application for the Rimrock system, the Company is
including the schedules required by Decision No. 66400 as Attachment 1, hereto. The Company
will also provide Staff with electronic copies of all work papers and supporting documents,

including invoices.
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1 CONCLUSION
2
3 This Application for a Step-2 ACRM surcharge for the Company’s Rimrock system
4 || complies with all of the requirements of Decision No. 66400. As the Commission found,
5 || adopting the ACRM mechanism “... properly balances the need for the Company to remain
6 || financially sound with the avoidance of significant rate shock to customers who are affected by
7 || the arsenic requirements.” (Decision No. 66400, page 20, lines 21-22). For these reasons and
8 || due to the Company’s depressed level of earnings, the Company requests that the Step-2 ACRM
9 || surcharge for the Rimrock system be expedited and reviewed by the Staff and approved by the
10 || Commission at the earliest possible time.
11 ,
&/ '
12 RESPECTFULLY SUBMITTED this Zé day of , 2008.
13
ARIZONA WATER COMPANY
14
By:c?(/ 9/4;«7// ,
16 Robert W. Geake
17 Vice President and General Counsel
ARIZONA WATER COMPANY
18 Post Office Box 29006
Phoenix, Arizona 85038-9006
19
20
21
22
i 23
| 24
25
26
27
28
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An original and 13 copies of the foregoing were delivered this Ag day of,

Docketing Supervisor

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

s sl
A copy of the foregoing was mailed this // day of, , 2008, to:

Norman D. James

Jay L. Shapiro

Fennemore Craig

3003 N. Central Avenue, Ste. 2600
Phoenix, AZ 85012

Attorneys for Arizona Water Company

Teena Wolfe, Administrative Law Judge
Hearing Division

Arizona Corporation Commission

1200 West Washington

Phoenix, AZ 85007

Janice Alward, Chief Counsel
Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Ernest G. Johnson, Director
Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Brian Bozzo, Compliance & Enforcement Manager
Arizona Corporation Commission

1200 West Washington

Phoenix, AZ 85007

Lori Miller

Program & Project Specialist II — Utilities Division
Arizona Corporation Commission

1200 West Washington

Phoenix, AZ 85007
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Daniel Pozefsky, Chief Counsel
Residential Utility Consumer Office
1110 W. Washington, Suite 220
Phoenix, AZ 85007

Mary Lee Diaz-Cortez, Chief of Accounting and Rates
Residential Utility Consumer Office

1110 W. Washington, Suite 220

Phoenix, AZ 85007

Brett Wallace, Esq.

Casa Grande City Attorney

City of Casa Grande City Attorney’s Office
510 E. Florence Blvd.

Casa Grande, AZ 85222

Jeffrey W. Crockett
Deborah R. Scott

Snell & Wilmer

One Arizona Center

400 E. Van Buren
Phoenix, AZ 85004-2202

Marvin S. Cohen

Sacks Tierney, P.A.

4230 N. Drinkwater Blvd. 4™ Floor
Scottsdale, AZ 85251

Attorneys for Pivotal Group, Inc.

Joan S. Burke

Osborn Maledon, P.A.

2929 North Central Avenue, Ste. 2100
Phoenix, AZ 85012-2794

Attorneys for City of Casa Grande

o,

By: j M@G’Z’V
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